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Re: MM Docket No. 91-266
PUlllitted Written Ex Parte Pretentatioa

Dear Ms. JOnel:

We appreciate the opportunity to submit additional information that may assist the Cable
Services Bureau in itl evaluation of the ·going-forward" issues. We are particularly concerned
about two i.lUcs that we understand the Commislion is considering:

I The deletion ofthe previously-adopted 1.5% marie-up on programming cost increases for
existing program scrvius~ and

2. Prnnitting program services that are carried on I regulated tier to be "cloned" and
sirnult.1.neously carried on a new product tier.

1. 1.5% Mark-Up

Lifetime Television (-Lifetime") would strongly urge the Commiuion at a minimum
to maintain the 7.So/. permitted mark-up on increases for ex..isting program services. In filet,
Lifetime through ill previously tiled Comments and Reply Comments has stressed the necessity
of pennitting a minimum mark-up. even ifonly a few cents, in order not to penali7.e low-cost
services with low annual fee increases to cable operators.

Lifetime hu consistently urged the Cormniuion to adopt even-handed incentives
for operator investment in the development ofquality programming. The deletion of the 7.5%
mark-up threatens tM viability ofadverti.scr-mpported program services that depend on broad­
bued carriage to provide consumers high value It low fccs. If the 7.5% mark-up on existing
proaramming cost increases il deleted, operators will have little incentive to maintain existing
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programminglCMus: their profit margins will aetually dccreue if they must absorb negotiated
fee incrcuci trom the prosrammal without bcinS able to pus on any amounu other than the
actual costs. On the other hand, operaton will retain an incentive to Add new channels
(presumably through the flat fee proposal being considered by the Commission for net additions
of program channels) Existing advertiaer-supponcd services will be disadvantaged by such a
one-sided incentive. By discouraging carriage oCexiaing program serviee. on the regulated tier,
the Commission would be encouraging the migration of low-fee, Idverri~r-5Upponed servi~ to
a II cane tiers. As many advertller-supportcd services have expl~.~ in their Comments and
Reply Cc.mmentl, broad-based carriage on regulated tien is critical for their survival and jfowth
Ifsubscriber penetration levels fall, advenising revenues willlilcely plummet. While Lifetime
supports the Commission's proposal prohibiting the migration of existing service. on regulated
tias to a II carte tiers, ifincentives are created only to support new progranuning channels.
operators may simply drop c:xi5ting program services. Since operators arc entitleci to an 11.25%
retUrn on their cost-of-service, it SUItlJ only reasonable tha1 operators be entitled to an
equivalent rate of return on their programming COltS; consumer! arc presumably purchasing cable
for the diversity ofprogrammins options available.

Originally, the 7.5% mark-up on programming cost ina-eases was paired wilh a
corresponding 7.5% pass-through on programming colt decr~. Lifetime bdicve!l thAt both
pus-thmughs should be retained. The mark.~p on cost decreases protects against encouraging
"switch OUll" of one service over another (e.g., a new channel over an existing channel, or a
higher priced channel over I lower priced one) and require!' the operator to lhare cost reductions
with the subscribers. As described above, the 7.5% mark-up on cost increases creat~ em-going
and even-handed incentives to operators to invest in existing program service! and to maintain
the integrity of the regulated tiers.

2. New Product Tier

While Lifetime supports the concept of I "new product tier" for the launch of newly­
added or "incubated" program services, Lifetime believes that Mcloning" program services for a
new product tier that are currently offered on regulated tiers is the functional equivalent ofdirect
migration. IfOperltor:s can offer all of the regulated services, together with new scMces, on an
unregulated "new product tier". there is every reason to believe that operators will market the
"new product tier" in such I way &5 to shift subscribers from the regulated tiers to the new
product tier. AJI programming aerviCC! would then be pressured to be carried on lbe new
product tier or lo~ out on the "critical mass" ofviewen. Since advertiser·supponed services arc
dependent upon being distributed in a. large package ofofferings which can be offered to
subscribers for a low padcage fee by operaton. the costs to programmers of marketing their
services on a new product tier u compared to "tun~jn" advertising for the regulated tier would
increase significantly. If advertising revenues decrease due to lower penetration levels, cable
operator feca would Qve to be increased to maintain programmers' commitment to program
investment and in order to compensate for lost viewers and lost advertising revenues. Ultimately
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subscribcn would be required to pay higher cable costs to co~er incrcucd licenae fees for the
same, or in alllikctihood Iowa- quality, prosranunina.

Lifetime urset the Commission to resolve the ·going-forward" rules quickly and in an even­
handed manner that creates investment incentivcl for both new and cxiJting program ScMCes.
Wc will be happy to provide you with any additional &5!iltance that you may request.

VeIY truly yours,

cc: Chairman Reed Hundt
Commis!ioncr James QueUo
Commissioner Andrew Barrett
Commissioner Susan Ness
Commissioner R.a.cheJle Chong
Kathleen Wallrnan, Esq.
FCC Sccret&l1' (2 copict)


